Introduction
If you were an institutional investor deciding on the best options for allocating your international venture capital (VC) and private equity (PE) exposure in emerging markets, which destinations would you pursue?
In our research project "The Global Venture Capital and Private Equity Country Attractiveness Index" we tackle this question. 1 In this project, we have calculated an index in its third edition in 2012 that benchmarks 116 (thereof 83 emerging) countries across the world with respect to their attractiveness for international VC and PE investment. In addressing this, we first needed to understand the criteria institutional investors apply when they evaluate opportunities in various countries. Therefore, we interviewed selected investors, surveyed 1,079 institutional investors worldwide, and reviewed academic literature.
2
Based on the findings we gained, we built our index to help investors judge the attractiveness of countries for PE or VC investors. Here, we comment on this index with respect to emerging market VC and PE. The emerging market attractiveness ranking is led by China, followed by Malaysia, South Africa, Chile, Saudi Arabia, Poland, and India. Despite this overall ranking, we also discuss the success factors of the countries that remarkably improved their investment conditions over the last five years, namely, Tunisia, Morocco, Saudi Arabia, and Egypt. We detect that all Northern African and almost all Middle Eastern countries covered by our index strongly increased their attractiveness for investors. Our index can help support investors' allocation decisions on the enlarging map of potential target countries. However, several emerging markets are probably not yet sufficiently mature for VC/PE investments and too early an entry might not be a beneficial allocation strategy.
The Global Private Equity Country Attractiveness Index
What Drives Institutional Investors' International VC and PE Allocation Decisions?
Our index takes a top-down approach to evaluating country attractiveness for institutional investors making decisions about their international VC/ PE allocation by assessing how socioeconomic criteria affect the expectation of efficient deal making. Although the allocation process involves further decisions based on fund management teams by evaluating the general partners' competences, their track records, and other parameters (such as the fund's strategy, its size, the limited partner's desired exposure, timing of the fund closing, among others) in fund due diligence, our index does not account for these subjective, personal judgment decisions that are often made based on undisclosed data. Our methodology follows a practical approach, evaluating the expected deal opportunities arising from the socioeconomic environment in a country. We summarize factors that shape national VC/PE markets into one single composite measure. To gain a deeper understanding of international VC/PE activity drivers, we utilized our survey and the vast academic literature on the determinants of vibrant VC/PE markets. We group the numerous criteria into six subheadings, each representing one of the six "key drivers" of country attractiveness for VC/PE investors. These drivers, applied to our sample set of countries, build our index: economic activity, depth of the capital market, taxation, investor protection and corporate governance, human and social environment, and entrepreneurial culture and deal opportunities.
Economic Activity
Clearly, the state of a country's economy impacts its VC/PE market. Good measures of prosperity, variety of corporations, overall entrepreneurial activity, and an economy's size and employment levels also estimate expected VC/PE deal flows. The decision to enter emerging economies often hinges upon the expectations for economic growth; rapid growth provides greater opportunity for VC/PE investments (Gompers and Lerner, 1998) . Furthermore, VC/PE activity is cyclical and significantly related to GDP growth (Romain and van Pottelsberghe de la Potterie, 2004) . Capital for risky investments, which amasses during periods of economic prosperity and development, fosters entrepreneurship (Wilken, 1979) .
Although the economic activity key driver is independently important, it results from various criteria that are discussed in further detail in the following sections.
Depth of the Capital Market
Black and Gilson (1998) discussthe differences in the two types of capital markets that affect VC/PE decisions: bank-centered and stock-market-centered. Welldeveloped stock markets allow for IPO exits, which are essential for the development of VC/PE activity. Furthermore, this is also a strong indicator of M&A market size, which offers the possibility of deal sourcing and future divestment.
